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COMMISSION 

I  Release  No.  34-13671;  File  No. 
SR-MSRB-7fr-121 

MUNICIPAL  SECURITIES  RULEMAKING 
BOARD 

Proposed  Rule  Changes 

Pursuant  to  Section  19(b)(1)  of  the 
Securities  Exchange  Act  of  1934,  15 
U.S.C.  78s(b)  (1) ,  as  amended  by  Pub.  L. 
No.  94-29,  16  (June  4,  1975),  notice  Is 
hereby  given  that  on  June  17,  1977,  the 
above-mentioned  self -regulatory  orga¬ 
nization  filed  with  the  Securities  and  Ex¬ 
change  Commission  a  proposed  rule 
change  as  follows : 

Statement  of  the  Terms  of  Substance 
OF  THE  Proposed  Rule  Chances 

The  Municipal  Securities  Rulemak¬ 
ing  Board  (the  ‘  Board”)  is  filing  the 
amendments  set  forth  below  (hereafter 
called  the  “proposed  amendments”)  to 
the  Board’s  proposed  rule  G-12  (here¬ 
after  sometimes  called  the  “proposed 
rule”) 

Proposed  rule  G-12  establislies  uni¬ 
form  Industry  practices  relating  to  the 
processing  and  clearance  of  municipal 
securities  transactions.  The  proposed 
amendments: 

(1)  Eixempt  transactions  processed  by 
clearing  agencies  registered  with  the  Se¬ 
curities  and  E^xchange  Commission  from  the 
requirements  of  the  proposed  rule;  . 

(2)  CommetK:lng  January  1,  1979,  require 
the  use  of  CUSIP  numbers,  if  aaslgned,  on 
Interdealer  confirmations  and  delivery 
tickets; 

(3)  Permit  a  draft  or  bank  check  to  be 
submitted  In  payment  of  interest  due  in  lieu 
of  a  coupon; 

(4)  Provide  that  transactions  involving 
securities  which  have  been  called  on  or  after 
the  trade  date  will  not  be  deemed  can¬ 
celled; 

(6)  Provide  for  reclamation  In  the  event 
securities  are  delivered  without  legal 
opinions  or  other  necessary  legal  documenta¬ 
tion;  and 

(6)  Provide  for  the  extension  of  the  period 
for  close-outs  as  a  result  of  retransmittals 
of  close-out  notices. 

The  proposed  amendments  include  ad¬ 
ditional  changes  of  a  technical  or  clarift’- 
Ing  nature. 

Statement  of  Basis  and  Purpose 

The  basis  and  purpose  of  the  foregoing 
proposed  rule  changes  is  as  follows: 

Purpose  of  Proposed  Rule  Chances 

The  purpose  of  proposed  rule  G-12  is 
to  est£d}lish  imiform  industry  practices 
for  the  processing  and  clearance  of 
municipal  securities  transactions.  The 
proposed  rule  was  designed  to  facilitate 
transactions  in  municipal  securities  by 
Increasing  efficiency  in  the  processing 
and  clearance  of  such  transactions  and 
resolving  potential  matters  of  disagree¬ 
ment  between  the  parties.  The  Board  has 

’  Proposed  rule  0-12  was  filed  with  the 
Securities  and  Elxchange  Commission  (the 
“Commission”)  on  December  30,  1976.  (See 
Pile  No.  SB-MSRB-76-12.)  Rule  0-12  is  not 
yet  In  effect. 


adopted  the  proposed  amendments  in 
furtherance  of  these  purposes  and  as  a 
result  of  Its  review  of  the  proposed  rule 
and  Its  consideration  of  comments  re¬ 
ceived  on  the  proposed  rule  subsequent 
to  Its  filing  with  ^e  Commission. 

In  particular,  several  of  the  proposed 
amendments  are  specifically  designed  to 
facilitate  transactions  in  municipal  se¬ 
curities  and  to  make  clear  that  pro¬ 
cedures  which  may  result  in  increasing 
efficiency  in  processing  municipal  secur¬ 
ities  transactions  are  encouraged  by  the 
Board.  Thus,  the  Board  has  determined, 
after  considerable  review,  that  it  is  in 
the  best  long-term  interests  of  the  muni¬ 
cipal  securities  industry’  to  require  muni¬ 
cipal  securities  brokers  and  municipal 
securities  dealers  to  include  CUSIP  num¬ 
bers.  if  assigned,  on  inter-dealer  con¬ 
firmations  and  delivery  tickets,  as  a 
means  of  uniform  identification  of  the 
securities  involved.  This  is  an  important 
first  stop  in  establishing  more  efficient 
systems  for  the  processing  and  clearance 
of  municipal  securities  transactions.  The 
Board  notes  that  CUSIP  numbers  are 
used  in  most  existing  systems  for  the 
automated  pnxressing  of  transactions  in 
securities  and  facilitate  communication 
between  such  systems.  The  Board  also 
believes  it  desirable  to  implement  a  re¬ 
quirement  that  CUSIP  numbers  be  used 
in  view  of  the  importance  of  such  num¬ 
bers  to  the  operation  of  the  Commission’s 
lost  and  stolen  securities  program. 

However,  the  Board  continues  to  be 
concerned  about  the  impact  of  a  require¬ 
ment  relating  to  CUSIP  numbers  on 
smaller  municipal  securities  dealers  who 
may  process  transactions  on  a  manual 
ba<'is  and  for  whom  tlie  use  of  CUSIP 
numbers  may  have  limited  internal  bene¬ 
fits.  Tlierefore.  the  Board  has  provided 
for  a  delay  in  the  implementation  of  tlie 
requirement  to  use  CUSIP  numbers  until 
January  1,  1979  in  order  to  give  firms  not 
presently  using  the  CUSIP  s.vstem  full 
opportunity  to  adjust  their  operations  to 
tills  requirement.  The  Board  is  also  con¬ 
sidering  making  available  to  members  of 
the  municipal  securities  industry  a  serv¬ 
ice  by  which  such  members  can  readily 
obtain  without  charge  information  with 
regard  to  specific  CUSIP  numbers  upon 
request  to  toe  Board’s  office.  The  Board 
would  be  most  interested  in  comments 
from  the  municipal  securities  industry  as 
to  whether  such  a  service  would  serve  a 
useful  purpose  for  the  Industry  and 
would  be  utilized  by  a  meaningful  num¬ 
ber  of  industry  participants. 

The  Board  has  also  provided  in  the 
proposed  amendments  that  the  require¬ 
ments  of  proposed  rule  G-12  will  not  ap¬ 
ply  to  the  extent  toe  facilities  of  a  reg¬ 
istered  clearing  agency  are  used.  The 
Board  intends  to  encourage  the  develop¬ 
ment  and  use  of  systems  which  may  re¬ 
sult  in  increased  efficiencies  and  there¬ 
fore  believes  it  appropriate  to  make  this 
change.  ’The  Board  notes  that  toe  ac¬ 
tivities  of  registered  clearing  agencies  are 
subject  to  extensive  regulations  by  toe 
Commission. 

Similarly,  the  Board  has  added  spe¬ 
cific  provisions  recognizing  book  entry 
delivery  and  the  delivery  of  securities  in 


registered  form  as  acceptable  means  of 
delivery  of  muncipal  securities  provided 
the  parties  agree  to  such  delivery.  While 
these  matters  were  already  covered  by 
toe  proposed  rule,  the  Board  believed  it 
appropriate  and  desirable  to  highlight 
these  forms  of  delivery  as  important  al¬ 
ternatives  to  toe  physical  del. very  of  se¬ 
curities  in  bearer  form. 

Finally,  while  not  speciflcaHy  included 
in  the  proposed  amendments,  the  Board 
will  provide  samples  to  the  niLincipal  se¬ 
curities  industry  of  toe  use  of  uniform 
confirmation,  delivery,  reclamation  and 
non-recognition  forms  for  transactions 
in  municipal  securities,  to  encourage  the 
use  of  such  foi’ms  by  municipal  securities 
profe.ssionals.  The  use  of  uniform  forms 
Is  not  required  by  proposed  rule  G-12. 
However,  such  forms  may  be  used  to 
comply  with  the  proposed  rule.  While  toe 
Board  believes  it  Inadvisable  to  mandate 
the  use  of  such  forms  at  the  present  time, 
taking  into  account  the  burdens  such  as 
a  requirement  might  Impose  on  smaller 
firms  not  presently  using  such  forms,  the 
Board  believes  that  toe  generalized  use  of 
uniform  forms  in  toe  municipal  securi¬ 
ties  industry  will  tend  to  promote  effi¬ 
ciencies  in  processing  municipal  securi¬ 
ties  transactions. 

The  specific  purposes  of  other  projiosed 
amendments  are  discussed  below. 

Comments  Received  from  Members,  Par¬ 
ticipants  AND  Others  on  Proposed 
Rule  Changes 

Since  the  Board  filed  proposed  rule 
G-12  with  toe  Commission,  letters  of 
comment  have  been  received  by  the  Com¬ 
mission  or  the  Board  from  the  following: 

CUSIP  Service  Bureau  (“CUSIP") 

The  Depository  Trust  Company  ("DTC  ”  ) 
Mercantile  Bank  ("Mercantile”) 

National  Association  of  Securltle.s  Dealers. 
Inc.  (“NASD”) 

Public  Securities  Association  (“PSA") 
Salomon  Brothers 

Securities  Industry  Association  Dividend  Di¬ 
vision  (“SLA  Dividend  Division”) 

Securities  Industry  Association  Operations 
Committee  (“SIA  Operations  Committee") 
Slrearson  Hayden  Stone,  Inc.  (“Shearson") 

Comment  letters  from  the  following 
were  submitted  with  the  SIA  Operations 
Committee  letter: 

Becker  Securities  Corporation  (“Becker") 
Boettcher  &  Company  (“Boettcher") 

Salomon  Brothers 

In  addition,  toe  Commission  staff  sub¬ 
mitted  a  letter  of  comment  to  the  Boai’d. 

Copies  of  all  letters  of  comment  are 
on  file  at  toe  offices  of  toe  Commission 
and  of  toe  Board  and  are  summarized 
below  by  rule  provision. 

(a)  (i)  Scope  and  Notice 

The  PSA  suggested  that  toe  Board 
permit  modification  of  toe  terms  of  pro¬ 
posed  rule  G-12  by  agreement  between 
toe  parties  to  a  transaction.  The  proposed 
rule  presently  precludes  modification  by 
the  parties  of  toe  provisions  relating 
to  toe  content  and  comparison  of  con¬ 
firmations.  the  return  of  good  faith  de¬ 
posits,  and  toe  settlement  of  syndicate 
accounts.  The  Board  believes  that  toe 
purposes  of  toe  proposed  rule  to  increase 
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efficiencies  in  the  processing  and  clear¬ 
ance  of  mimlclpal  securities  transactions 
would  be  undermined  by  permitting  the 
parties  to  alter  these  provisions.  Other 
provisions,  such  as  those  relating  to  de¬ 
livery,  may  be  altered  by  mutual  agree¬ 
ment. 

The  Commission  staff  recommended 
that  the  Board  revise  proposed  rule  O- 
12  to  permit  the  use  of  a  registered  clear¬ 
ing  agency  to  perform  comparisons  and 
other  functions  required  by  the  rule.  The 
Board  has  adopted  this  recommendation. 

(a)  (111)  Scope  and  Notice 

This  paragraph  defines  what  consti¬ 
tutes  Immediate  notice  for  purposes  of 
the  proposed  rule.  It  has  been  modified  to 
clarify  that  Its  provisions  are  mandatory 
and  not  permissive,  In  line  with  a  recom¬ 
mendation  by  the  NASD. 

(b)  (1)  (B)  Business  Day 

This  subparagraph  defines  the  term 
“business  day"  for  purposes  of  the  pro¬ 
posed  rule  In  relation  to  dates  deter¬ 
mined  by  the  NASD.  Shearson  ques¬ 
tioned  whether  provision  for  delivery  on 
days  during  which  banks  are  open  but 
exchanges  are  closed  would  be  appro¬ 
priate.  Continental  Bank  noted  that 
bank  holidays  are  governed  by  various 
state  Jurisdictions.  The  proposed  rule 
would,  of  course,  permit  parties  to  ar¬ 
range  by  mutual  agreement  for  delivery 
on  otlier  than  a  “business  day"  as  de¬ 
fined.  The  Board  believes  that  business 
days  as  determined  and  annoxmced  by 
the  NASD  are  widely  recognized  in  the 
municipal  securities  Industry  and  are 
therefore  an  appropriate  uniform  ref¬ 
erence  point. 

(b)  (11)  (C)  AND  (b)  (111)  Settlement 

Dates  and  Accelerated  Deltvert  rot 

“When,  As  and  Ir  Issued"  Transac¬ 
tions 

Various  comments  urged  that  the 
Board  not  permit  accelerated  delivery  of 
new  issue  securities,  as  provided  in  the 
proposed  rule.  The  Board  believes  that 
accelerated  delivery  by  the  syndicate 
manager  In  situations  In  which  the  is¬ 
suer  accelerates  delivery  Is.  on  the  whole, 
the  most  equitable  approach.  To  deter¬ 
mine  otherwise  could  place  a  severe  fi¬ 
nancial  burden  on  the  syndicate  manager 
who  may  have  little  control  over  an  Is¬ 
suer’s  desire  to  accelerate  delivery.  How¬ 
ever.  the  Board  has  Included  In  the  pro¬ 
posed  amendment  strict  requirements  for 
Immediate  notice  to  syndicate  members 
in  the  event  of  accelerated  delivery.  To 
avoid  confusion,  the  Board  has  also  pro¬ 
vided  that  In  the  event  of  accelerated  de¬ 
liveries  by  persons  other  than  the  S3m- 
dlcate  manager  such  acceleration  must 
not  be  by  more  than  the  number  of  days 
of  8u:celeratlon  by  the  syndicate  man¬ 
ager. 

(c)  (1)  Dealer  Confirmations 

This  provision  relates  to  confirmation 
of  “regular  way”  transactions.  The  Com¬ 
mission  staff  questioned  whether  It  was 
necessary  to  permit  firms  to  delay  up  to 
two  business  days  before  sending  a  dealer 
confirmation  for  such  transactions.  They 
noted  that  the  procedures  for  unrecog¬ 


nized  transactions  require  a  confirming 
party  to  act  within  four  business  days 
following  the  trade  date  If  It  does  not  re¬ 
ceive  a  confiraatlon,  and  that  permit¬ 
ting  confirmations  to  be  delay^  until 
the  second  business  day  following  trade 
date  Increases  the  likelihood  that  the 
nonrecognition  procedures  set  forth  In 
the  proposed  rule  will  be  unnecessarily 
Instituted.  Shearson  urged  that  regular 
way  confirmations  be  required  to  be  sent 
within  one  business  day  following  trade 
date. 

The  Board  believes  It  appropriate  and 
desirable  to  limit  situations  In  which 
confirmations  may  be  delayed  for  two 
business  days  to  “when  issued”  transac¬ 
tions  (SIS  hi  paragraph  (c)(iil))  and  to 
transactions  In  new  issue  securities  for 
which  only  one  confirmation  (In  con¬ 
trast  to  Initial  and  final  confirmations) 
is  sent  and  settlement  occurs  more  than 
six  business  days  following  trade  date. 
This  situation  applies  to  many  large 
short-term  note  issues. 

(c)  (Iv)  (E)  Multiple  Obligors 

Certain  commentators  questioned 
whether  the  term  “multiple  obligors’* 
should  be  used  on  dealer  confirmations, 
suggesting  that  the  primary  obligor  on 
a  revenue  bond  issue  should  In  all  events 
be  Identified  on  the  confirmation.  The 
Board  believes  It  would  be  difficult  to 
Identify  the  primary  obligor  on  securi¬ 
ties  in  many  sltiiatlons,  Including  those 
In  which  an  obligor  shares  Its  responsi¬ 
bility  for  debt  service  with  one  or  more 
other  obligors.  Use  of  the  term  “multi¬ 
ple  obligors"  should  alert  professionals 
to  the  existence  of  more  than  one  obli¬ 
gor  on  an  issue  of  municipal  securities 
and  provide  a  basis  for  obtaining  a  com¬ 
plete  list  of  all  obligors,  if  desired. 

(c)  (Iv)  (7USIP  Numbers 

Several  cinnments  fere  received  urg¬ 
ing  that  the  Board  Include  a  require¬ 
ment  for  CUSn*  numbers  In  proposed 
rule  G-12.  As  Indicated  above,  the  Board 
has  adopted  this  recommendation. 

(d)  Comparison  and  Verification  or 

Confirmations;  Unrecognized  Trans¬ 
actions 

The  provisions  concerning  compari¬ 
son  and  verification  of  confirmations  re¬ 
quire  parties  to  compare  confirmations 
and  to  seek  to  resolve  discrepancies  and 
differences.  Various  comments  were  sub¬ 
mitted  with  respect  to  these  provision, 
any  urging  the  Board  to  make  clarifying 
changes.  The  proposed  amendments  ef¬ 
fect  a  number  of  changes  In  these  pro¬ 
visions  of  a  clarifying  or  technical 
nature. 

(e)  Delivery 

The  Introduction  to  this  section  pro¬ 
vides  that  parties  to  a  transaction  may 
agree  to  vary  the  terms  for  delivery  of 
securities.  The  PSA  suggested  that  this 
section  be  amended  to  require  parties  to 
specify  on  the  confirmation  any  varia¬ 
tion  from  the  provisions  of  the  pn^xxsed 
rule  concerning  delivery.  The  Board  be¬ 
lieves  that  such  a  requirement  would  re¬ 
move  necessary  fiexiblllty  in  the  proce- 
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dures  for  delivery  of  municipal  securities 
and  would  be  \mduly  restrictive. 

(e)  (11)  Delivery  Ticket 

Becker  suggested  that  delivery  tickets 
Include  the  Isist  coupon  number  and  the 
payable  date  to  alleviate  problems  In  In¬ 
terest  claims.  The  Board  believes  that 
such  a  requirement  would  be  unneces¬ 
sarily  burdensome  to  the  industry. 

(e)  (ill)  Partial  Delivery 

This  paragraph  provides  that  a  pur¬ 
chaser  is  not  required  to  accept  partial 
delivery  of  securities  Involved  in  a  single 
trade.  Several  commentators  urged  that 
this  paragraph  be  clarified.  The  Board 
has  modified  the  paragraph  to  make 
clear  that  the  prohibition  against  par¬ 
tial  deliveries  applies  to  a  single  trade 
In  a  single  security.  In  addition,  the 
term  “single  security”  is  defined. 

(e)  (Iv)  Units  of  Delivery 

The  PSA  recommended  changes  in  the 
required  denominations  for  registered 
bonds.  The  Board  notes  that  many  reg¬ 
istered  bonds  are  Issued  in  denomina¬ 
tions  of  less  than  $5,000  and  that  the 
change  suggested  by  the  PSA  would 
therefore  be  unduly  restrictive. 

(e)  (v)  Bearer  and  Registered  Form 

•nils  paragraph  provides  that  securi¬ 
ties  which  are  issuable  in  both  bearer 
and  registered  form  must  be  issued  in 
bearer  form  to  constitute  good  delivery. 
While  proposed  rule  G-12  provides  that 
the  iiartles  may  agree  to  alter  the  terms 
of  delivery  set  forth  in  the  proposed  rule, 
the  Board  has  highlighted  the  possible 
use  of  book  entry  delivery  as  well  as  de¬ 
livery  of  registered  certificates  in  the 
proposed  amendments  In  response, 
among  other  things,  to  comments  raised 
on  these  ixilnts. 

(e)  (vil)  (A)  Coupon  Securities 

Shearson  suggested  that  this  provi¬ 
sion  be  amended  to  require  that  partially 
paid  coupons  as  well  as  unpaid  coupons 
on  which  interest  is  In  default,  be  at¬ 
tached  to  securities  at  the  time  of  de¬ 
livery.  The  proposed  amendments  in¬ 
clude  a  change  to  this  effect. 

(e)  (vil)  (C)  Coupon  Securities 

(e)  (xlil)  (O)  AND  (H)  Payment  of  In¬ 
terest;  Registered  Securities  Traded 

“Flat" 

A  ntimber  of  commentators  recom¬ 
mended  that  the  requirement  for  cash¬ 
ier’s  or  certified  checks  In  lieu  of  coupons 
be  deleted  In  deference  to  existing  Indus¬ 
try  practice,  which  is  to  accept  drafts 
or  bank  checks.  The  commentator^ 
urged  that  the  requirement  for  certified 
or  cashier’s  checks  was  Impractical  and 
would  delay  timely  deliveries  and  con¬ 
stitute  a  substantial  burden.  On  the  ba¬ 
sis  of  these  comments,  the  Board  con¬ 
cluded  that  It  was  reasonable  to  delete 
the  requirement  for  cashier’s  or  certi¬ 
fied  checks  In  lieu  of  coupons. 

The  Commission  staff  suggested  that 
the  Board  permit  delivery  of  checks  in 
lieu  of  coupons  for  an  Indefinite  period 
of  time  prior  to  an  Interest  payment 
date.  The  Board  believes  that  such  a 


FEDERAL  REGISTER,  VOL.  42,  NO.  128— TUESDAY,  JULY  5.  1977 


r>ii38 


NOTICES 


provision  would  lead  to  unnecessary  con¬ 
fusion  and  processing  inefficiencies.  It 
would  also  necessitate  the  relssuance  of 
checks  over  extended  periods  of  time, 
which  would,  the  Board  believes,  con¬ 
stitute  a  burden  to  the  industry. 

(e>  (ixi  Delivery  or  Securities  Called 
FOR  Redemption 

The  comments  of  DTC  and  Mercantile 
maintained  that  this  provision  was  con¬ 
fusing  in  that  it  appeared  that  a  trade 
could  be  cancelled  even  after  settlement 
date,  if  a  notice  of  call  were  published. 
Shearson  and  DTC  also  suggested  that 
trades  be  cancelled  only  in  the  event  a 
call  was  not  for  an  entire  issue  or  ma¬ 
turity. 

In  considering  these  comments,  the 
Board  concluded  that  it  was  inappropri¬ 
ate  to  permit  cancellation  of  transac¬ 
tions  if  notice  of  call  is  published  on  or 
after  the  trade  date,  nierefore,  the 
Board  has  amended  the  paragraph  to 
permit  cancellation  only  if  the  notice 
of  call  is  published  prior  to  the  trade 
date. 

(ei<xiii'<E>  Certificate  in  Name  of  a 

Party  Other  Than  a  Natural  Person 

Certain  commentators  suggested  that 
this  subparagraph  be  amended  in  various 
respects.  However,  after  consultation 
with  a  number  of  professional  and  trade 
associations  involved  in  the  processing 

registered  securities,  the  Board  con¬ 
cluded  that  the  provisions  of  this  sub- 
paragraph  as  drafted  are  appropriate. 

(eMxv*  Money  Differences 

Several  commentators  suggested  that 
the  permissible  amounts  of  money  dif¬ 
ferences  set  forth  in  the  proposed  rule 
be  reduced.  The  Board  believes  that  the 
amounts  specified  are  appropriate  and 
will  serve  to  expedite  the  delivery  of  mu¬ 
nicipal  securities  by  preventing  rejec¬ 
tion  of  a  transaction  on  the  basis  of  rel¬ 
atively  minor  money  differences.  At  the 
same  time,  the  interests  of  the  parties 
will  be  protected  in  the  event  substan¬ 
tial  money  differences  exist. 

Tlie  Commission  staff  indicated  that 
the  provision  for  resolution  of  money 
differences  within  ten  business  days  fol¬ 
lowing  settlement  appeared  to  impose  a 
limitation  upon  claims  by  the  parties. 
The  Board  has  modified  this  provision  to 
make  clear  that  the  rights  of  parties  to 
seek  redress  for  claims  through  arbitra¬ 
tion  or  otherwise,  is  not  limited  by  this 
provision  in  the  event  money  differences 
cannot  be  reconciled.  This  provision  also 
requires  the  parties  to  take  affirmative 
steps  to  reconcile  money  differences 
promptly. 

(f )  (ii)  Calculation  of  Price 

Shearson  suggested  that  the  Board 
adopt  a  price  calculation  formula.  The 
Board  believes  that  such  action  is  un¬ 
necessary  at  the  present  time. 

(g)  (iii)  Basis  for  Reclamation  and 
Time 

Several  commentators  made  specific 
suggestions  with  respect  to  the  time  pe¬ 
riods  provided  in  the  proposed  rule  for 
reclamation.  The  Commission  staff  asked 


the  Board  to  review  generally  the  periods 
provided  for  reclamation.  The  Board  has 
made  several  changes  In  these  provisions 
along  the  lines  suggested  by  the  c(»n- 
mentators,  but  has  otherwise  concluded 
that  the  time  periods  set  forth  in  these 
provisions  are  appropriate.  In  making 
such  determination,  the  Board  gave 
weight  not  only  to  the  Interests  of  im¬ 
mediate  parties  to  a  transaction,  but 
also  those  of  the  industry  at  large  In 
minimizing  widespread  disruptions  re¬ 
sulting  from  a  lengthy  chain  of  trans¬ 
actions  that  must  be  revised. 

(h)  (i)  (A)  Notice  of  Close-Out 
BY  Purchaser 

The  PSA  suggested  that  the  Board 
prescribe  a  close-out  notice  form,  that 
it  not  permit  telephone  notice,  but  cal¬ 
culate  time  periods  from  the  date  of  re¬ 
ceipt  of  written  notice,  adopt  a  “mark-to- 
market”  procedure  similar  to  that  used 
in  corporate  markets  and,  if  such  a  pro¬ 
cedure  were  adopted,  revise  certain  time 
periods.  The  PSA  also  recommended  that 
the  time  for  commenpement  of  the  close¬ 
out  procedure  be  extended  from  five  to 
ten  business  days,  principally  to  allow 
for  the  shorting  of  term  bonds  and  to 
provide  a  time  period  within  which  such 
short  positions  could  be  covered.  The 
Commission  staff  suggested  that  the 
Board  consider  the  desirability  of  a 
“mark-to-market”  procedure.  The  Com¬ 
mission  staff  also  suggested  that  the  time 
periods  for  close-out  by  the  purchaser 
provided  in  the  proposed  rule  might  be 
too  long. 

The  Board  is  of  the  view  that  the  pro¬ 
cedures  and  time  periods  provided  in  the 
proposed  rule  are  fair  and  adequate  in 
view  of  the  difficulties  in  clearing  certain 
transactions  in  municipal  securities,  but 
will  expedite  resolution  of  transactions 
which  do  not  settle  on  settlement  date. 
The  Board  believes  that  telephone  no¬ 
tice  will  expedite  close-outs,  and  also 
provide  a  point  in  time  known  to  both 
parties  to  be  used  for  the  computation 
of  time  periods  specified  in  the  proposed 
rule.  The  Board  does  not  believe  that  a 
“mark-to-market”  procedure  related  to 
closeout  procedures  is  feasible  given  the 
present  structure  of  the  municipal  mar¬ 
kets.  Consistent  with  the  Board’s  broader 
policy,  it  was  not  deemed  appropriate  to 
require  uniform  forms  in  connection 
with  close-outs. 

Finally,  with  respect  to  the  suggestion 
that  the  time  periods  for  commence¬ 
ment  of  close-out  procedures  be  extended 
to  allow  for  the  shorting  of  term  bonds, 
the  Board  believes  that  the  time  periods 
presently  provided  are  already  gener¬ 
ous  and  that,  in  any  event,  the  norm 
with  respect  to  transactions  in  municipal 
securities,  whether  executed  from  a  short 
or  long  position,  should  be  settlement  on 
the  settlement  date. 

(h)  (i)  (B)  Close-Out  by  Purchaser 
Response 

Both  Shearson  and  Becker  suggested 
that  close-out  notices  be  allowed  to  be 
retransmitted  regardless  of  the  time  pe¬ 
riods  Involved,  and  that  an  automatic 
extension  be  granted  to  the  receiver  of 
a  retransmitted  notice.  The  Board  has 


adopted  language  which  would  permit 
an  extension  of  one  business  day  for  each 
retransmittal  of  the  close-out  notice  af¬ 
ter  the  first  retransmittal. 

The  PSA  suggested  revisions  to  this 
subparagraph  similar  to  those  suggested 
for  subparagraph  (A)  above.  The  Board's 
reasoning  in  not  adopting  these  sugges¬ 
tions  is  analogous  to  that  cited  in  the 
discussion  of  that  subparagraph. 

(h)  (1)  (C)  Close-Out  by  Purchaser — 
Time  Periods 

Several  commentators  stated  that  the 
provision  in  proposed  rule  Q-12  permit¬ 
ting  a  seller  to  delay  close-out  because 
it  is  “taking  steps  necessary  to  effect 
good  delivery”  was  too  vague  and  would 
permit  extensions  in  virtually  all  cases. 
Salomon  Brothers  suggested  that  delay 
in  close-outs  be  permitted  only  where 
bonds  are  in  transfer  or  in  transit  from 
a  customer. 

The  Board  has  included  revisions  in 
the  proposed  amendments  to  limit  those 
situations  In  which  the  seller  may  ob¬ 
tain  an  extension  of  the  period  for  close¬ 
out  to  situations  in  which  there  is  an 
offsetting  fail  to  receive  or  the  certifi¬ 
cates,  coupons  or  required  documenta¬ 
tion  (e.g.  legal  opinions)  are  in  transit 
to  the  purchaser  or  seller,  have  been  sent 
for  transfer,  deregistration  or  valida¬ 
tion,  or  have  been  lost  or  mutilated  and  a 
replacement  has  been  requested.  These 
situations  would  appear  to  be  those  in 
which  the  seller  would  have  legitimate 
cause  to  be  protected  from  an  immediate 
close-out  since  the  delay  is  beyond  the 
seller’s  control. 

The  PSA  recommended  that  this  sub- 
paragraph  be  amended  so  that  the  pro¬ 
visions  permitting  partial  close-outs  be 
eliminated,  the  value  at  which  securities 
are  bought  back  by  the  seller  be  attested 
by  a  third  party  agreeable  to  both  parties 
to  the  transaction,  and  the  purchaser’s 
ability  to  execute  a  buy-in  from  the  pur¬ 
chaser’s  contra  party  removed.  The 
Board  is  of  the  view  that  a  purchaser 
is  entitled  to  delivery  of  the  securities 
it  has  contracted  to  buy,  and  should 
therefore  be  able  to  close-out  a  transac¬ 
tion  with  respect  to  whatever  portion  of 
the  securities  may  be  available.  With  re¬ 
spect  to  the  terms  on  which  securities 
may  be  repurchased  by  the  seller,  the 
Board  believes  that  such  terms  can  bet¬ 
ter  be  determined  by  reference  to  market 
price  or  yield  than  by  utilization  of  a 
system  under  which  a  neutral  third 
party  attests  to  the  transaction’s  ap¬ 
propriateness.  If  there  is  substantial  dis¬ 
agreement  on  price  between  the  parties, 
it  is  imlikely  that  they  will  agree  on  a 
neutral  third  party  to  establish  a  valua¬ 
tion.  The  Board  also  believes  that  it 
would  be  appropriate  to  permit  a  “buy- 
in”  to  be  executed  from  a  purchaser’s 
contra  party  in  any  instance  in  which 
this  can  be  accomplished. 

(h)  (i)  (E)  Close-Out  by  Purchaser — 
Close-Out  Not  Completed 

Several  commentators  suggested  that 
more  flexibility  be  permitted  for  pur¬ 
chasers  under  the  close-out  procedure. 
The  PSA  and  the  NASD  suggested  that 
purchasers  be  permitted  to  issue  more 
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than  one  close-out  notice  with  regard  to 
the  same  transaction  and  Salomcm 
Brothers  and  Becker  suggested  that  a 
close-out  notice  remain  effective  until 
close-out  was  executed  regardless  of  the 
time  period  Involved. 

In  imposing  the  requirement  that 
close-out  procedures  be  concluded  within 
thirty  business  days  following  settlement 
date,  the  Board  has  attempted  to  pre¬ 
vent  undue  burdens  to  sellers,  Including 
harassment  by  purchasers  repeatedly 
Issuing  close-out  notices.  The  Board  also 
recognizes  that  a  seller  Is  exposed  to  po¬ 
tential  market  fluctuations  until  a 
transaction  settles.  The  close-out  pro¬ 
cedures  In  proposed  rule  0-12  are  de¬ 
signed  to  give  the  seller  sufficient  time  to 
resolve  problems  with  the  transaction 
but  provide  the  buyer  with  a  reasonable 
means  to  force  resolution  If  the  seller’s 
efforts  are  not  successful.  The  proce¬ 
dures  have  also  been  constructed  to  pre¬ 
serve  the  greatest  degree  of  certainty  so 
that  each  party  knows  its  rights  and 
obligations  imder  the  proposed  rule. 

The  Board  does,  however,  agree  that 
It  would  be  imreasonable  and  imneces- 
sary  to  restrict  a  purchaser  to  a  single 
close-out  notice  for  a  given  transaction, 
as  long  as  action  with  respect  to  close¬ 
out  Is  completed  wdthln  thirty  business 
days  after  settlement  date. 

(h)  (1)  (P)  Close-Out  by  Purchaser — 
“Cash"  Transactions 

Certain  commentators  suggested  that 
this  subparagraph  be  amended  to  permit 
purchasers  to  close  out  “cash"  transac¬ 
tions  on  the  date  delivery  Is  due.  The 
Board  agrees  that  a  purchaser  in  a  cash 
transaction  would  normally  expect  de¬ 
livery  of  the  securities  on  the  trsule  date 
and  therefore  should  be  permitted  to 
close  out  the  transaction  at  the  close  of 
business  on  that  date.  This  subparagraph 
has  been  amended  accordingly. 

fh)  (11)  Close-Out  BY  Seller 

The  Commission  staff  and  the  PSA 
questioned  whether  a  delay  of  four  busi¬ 
ness  days  was  necessary  before  a  seller 
whose  good  delivery  has  been  rejected 
should  be  able  to  close  out  a  transaction. 
The  PSA  urged  that  the  seller  be  per¬ 
mitted  to  send  a  notice  of  close-out  im¬ 
mediately  upon  rejection  of  good  delivery 
rather  than  waiting  until  the  following 
business  day. 

The  Board  believes  that  greater  pro¬ 
tection  should  be  afforded  to  a  seller  fully 
performing  its  obligations  to  make  good 
delivery.  At  the  same  time,  the  Board 
believes  it  necessary  to  protect  a  pur¬ 
chaser  whose  employee  may  have  er¬ 
roneously  rejected  delivery.  The  Bocu^ 
has  therefore  amended  this  paragraph  to 
permit  the  seller  to  give  notice  of  close¬ 
out  immediately  foUowlng  rejection  of 
delivery  and  to  execute  the  close-out  at 
the  close  of  the  foUowlng  business  day. 

(h)  (ill)  Notice  of  Executed  Close-Out 

The  PSA  reiterated  earUer  comments 
to  the  effect  that  telephone  notice  should 
be  required  foUowlng  execution  of  a 
close-out.  The  Board  believes  that  writ¬ 
ten  notice  tB  sufficient  since  there  are 


fewer  time  constraints  once  a  close-out 
has  been  executed. 

(1)  Good  Faith  Deposits 

The  Commission  staff  observed  that 
this  section  appears  to  require  physical 
return  of  good  faith  deposits  and  ques¬ 
tioned  whether  such  deposits  should  be 
“netted  out”  in  apportioning  a  syndi¬ 
cate’s  costs.  The  Board  believes  It  Im¬ 
portant  that  good  faith  deposits  be  re¬ 
turned  expeditiously  and  that  it  would  be 
inappropriate  to  relate  any  requirement 
in  this  regard  to  the  settlement  of  syndi¬ 
cate  accounts  which,  under  section  (J) 
of  the  proposed  rule,  are  not  required 
to  settle  untU  60  days  foUowlng  deUvery 
of  the  securities  to  the  syndicate  mem¬ 
bers. 

(J)  Settlement  of  Syndicate  or  Similar 
Accounts 

TTie  SIA  Operations  Committee  and 
Salomon  Brothers  recommended  that  the 
period  for  settlement  of  syndicate  ac¬ 
counts  be  extended  to  90  days  while  the 
NASD  recemunended  that  the  period  be 
reduced  to  45  days.  They  Board  believes 
that  the  60  days  provided  In  the  proposed 
rule  equitably  balances  the  Interests  of 
syndicate  members  and  syndicate  man¬ 
agers  In  resolution  of  the  account. 

The  NASD  also  suggested  that  a  syn¬ 
dicate  manager  be  required  to  distribute 
the  concession  or  take-down  proceeds 
on  designated  orders  to  appropriate  ac¬ 
count  members  within  10  business  days 
foUowlng  deUvery.  The  Board  believes 
that  a  requirement  to  distribute  these 
funds  within  a  specified  time  Is  appro¬ 
priate  but  that  a  longer  period  of  time 
should  be  aUowed.  Language  requiring 
distribution  of  the  conce^ion  or  take¬ 
down  proceeds  on  designated  orders 
within  30  calendar  days  has  been  added 
in  the  form  of  a  new  section  (k). 

Uniform  Forms 

Several  commentators  suggested  that 
the  Board  require  the  use  of  uniform 
forms.  As  indicated  under  item  3  above, 
the  Board  beUeves  it  Important  to  en¬ 
courage  participants  In  the  municipal 
securities  markets  to  adopt  procedures 
which  wlU  facilitate  more  efficient  proc¬ 
essing  mechanisms  with  respect  to 
municipal  securities  transactions,  and 
plans  to  provide  samples  of  the  use  of 
uniform  forms  as  attachments  to  the 
notice  of  filing  of  the  proposed  amend¬ 
ments  as  weU  as  other  notices  that  may 
be  Issued  in  connection  with  the  proposed 
rule.  In  addition,  the  Board  has  made 
certain  modifications  In  the  proposed 
rule  to  assure  compatibUlty  with  uni¬ 
form  forms  in  general  use. 

On  or  before  August  9,  1977,  or  within 
such  longer  period  (1)  as  the  Commis¬ 
sion  may  designate  up  to  90  days  of 
such  date  if  it  finds  such  longer  period 
to  be  appropriate  and  publishes  its 
reasons  for  so  finding  or  (11)  as  to  which 
the  atx>ve-mentloned  self-regulatory  or¬ 
ganization  consents,  the  Commission 
will; 

(A)  By  order  i4>prove  such  proposed  rule 
ebange,  or 


(B)  Institute  proceedings  to  determine 
wbether  the  proposed  rule  change  should 
be  disapproved. 


Interested  persons  are  invited  to  sub¬ 
mit  written  data,  views  and  arguments 
concerning  the  foregoing.  Persons  desir¬ 
ing  to  make  written  submissions  should 
file  6  copies  thereof  with  the  Secretary 
of  the  Commission,  Securities  and  Ex¬ 
change  Commission,  Washington,  D.C. 
20549.  Copies  of  the  filing  with  respect 
to  the  foregoing  and  of  all  written  sub¬ 
missions  wUl  be  available  for  inspection 
and  copying  in  the  Public  Reference 
Room,  1100  L  Street  NW.,  Washington, 
D.C.  Copies  of  such  filing  will  also  be 
available  for  inspection  and  copying  at 
the  principal  ofBce  of  the  above-men¬ 
tioned  self -regulatory  organization.  All 
submissions  should  refer  to  the  file  num¬ 
ber  referenced  in  the  caption  above  and 
should  be  submitted  within  21  days  of 
the  date  of  this  publication. 

For  the  Commission  by  the  Division  of 
Market  Regulation,  pursuant  to  dele¬ 
gated  authority. 


George  A.  Fitzsimmons. 

Secretary. 


June  24, 1977. 


Text  of  Proposed  Amendments  ’ 

RULE  G-12.  UNIFORM  PRACTICE 

(a)  Scope  and  Notice. 

(I)  All  transactions  in  municipal  secu¬ 
rities  between  any  broker,  dealer  or  mu¬ 
nicipal  securities  dealer  and  any  other 
broker,  dealer  or  municipal  securitie.s 
dealer  shall  be  subject  to  the  provision.*; 
of  this  rule,  except  to  the  extent  that 
such  transactions  are  compared,  cleared 
and  settled  through  the  facilities  of  a 
clearing  agency  registered  with  the  Com¬ 
mission,  in  which  event  the  rules  of  such 
clearing  agency  shall  apply. 

(II)  Failure  to  deliver  securities  sold 
or  to  pay  for  securities  as  delivered,  on 
or  after  the  settlement  date,  does  not 
effect  a  cancellation  of  a  transaction 
which  Is  subject  to  the  provisions  of  this 
rule,  unless  otherwise  provided  in  this 
rule  or  agreed  upon  by  the  parties. 

(ill)  Unless  otoerwlse  specifically  indi¬ 
cated,  any  “immediate”  notice  required 
by  this  rule  or  any  notice  required  to  be 
given  “immediately"  shaB.  [may]  bo 
given  by  telephone,  telegraph  or  [any] 
other  means  of  communication  having 
same  day  receipt  capability  and  con¬ 
firmed  In  writing  within  one  business 
day. 

(b)  Settlement  Dates. 

(1)  Definitions.  For  purposes  of  this 
rule,  the  following  terms  shall  have  the 
folloa’ing  meanings: 

(A)  Settlement  Date.  The  term  “set¬ 
tlement  date”  shall  mean  the  day  used 
in  price  and  interest  cimaputations,  which 
shall  also  be  the  day  delivery  Is  due 
unless  otherwise  agreed  by  the  parties. 

(B)  Business  Day.  The  term  “business 
day"  shall  mean  a  day  recognized  by  the 


•Italics  Indicate  addltloDs;  (brackets]  In¬ 
dicate  deletions.  Proposed  rule  0-12  In  Ite 
entirety.  Including  sections  which  are  not 
being  amended.  Is  set  forth  tor  ease  of 
reference. 
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National  Association  of  Securities  Deal¬ 
ers.  Inc.  as  a  day  on  which  securities 
transactions  may  settled. 

(ii)  Settlement  Dates.  Settlement 
dates  shall  be  as  follows: 

( A>  For  “cash”  transactions,  the  trade 
date; 

(B)  For  “regular  way”  transactions, 
the  fifth  business  day  following  the  trade 
date; 

(C)  For  “when,  as  and  if  issued” 
transactions,  a  date  agreed  upon  by  both 
parties,  which  date  shall  not  be  earlier 
than  the  fifth  business  day  following  the 
date  the  confirmation  indicating  the 
final  settlement  date  is  sent,  or,  with  re¬ 
spect  to  transactions  between  the  man¬ 
ager  and  members  of  a  syndicate  or  ac¬ 
count  formed  to  purchase  securities  from 
an  issuer,  a  date  not  earlier  than  the 
sixth  business  day  following  the  date  the 
confirmation  indicating  the  final  settle¬ 
ment  date  is  sent;  provided,  however, 
that  if  the  issuer  gives  notice  of  pending 
delivery  within  less  than  six  business  days 
before  delivery,  the  settlement  date  for 
transactions  between  the  manager  and 
members  of  the  syndicate  or  account 
with  respect  to  such  issue  of  securities 
may  be  accelerated  as  determined  by  the 
manager,  and,  in  such  event,  all  other 
“when,  as  and  if  issued”  transactions 
with  respect  to  such  issue  of  securities 
may,  but  need  not.  be  [similarly]  accel¬ 
erated  by  each  seller  by  not  more  than 
the  number  of  days  of  acceleration  by 
the  syndicate  manager:  and 

^  (D)  For  all  other  transactions,  a  date 

agreed  upon  by  both  parties. 

(iii)  Notice  of  Accelerated  Delivery.  In 
the  event  the  issuer  gives  notice  of  pend¬ 
ing  delivery  of  securities  within  less  than 
six  business  days  before  delivery,  the 
manager  of  a  syndicate  or  account 
formed  to  purchase  the  securities  from 
the  issuer  shall,  [immediately]  upon  de¬ 
termination  of  the  accelerated  delivery 
date  pursuant  to  subparagraph  (b)  (ii) 

(C)  hereof,  give  immediate  notice  to  the 
members  of  the  syndicate  or  account  of 
the  settlement  date  for  transactions  be¬ 
tween  the  manager  and  the  members. 

(c)  Dealer  Confirmations. 

(i)  Except  as  otherwise  indicated  in 
this  section  (c),  each  party  to  a  trans¬ 
action  shall  send  a  confirmation  of  the 
transaction  to  the  other  party  within 
one  [twol  business  day(s)  following  the 
trade  date. 

(ii)  Confirmations  of  cash  transac¬ 
tions  shall  be  exchanged  on  the  trade 
date,  which  may  be  accomplished  by 
telephone  with  written  confirmations 
sent  within  one  business  day  following 
the  trade  date. 

(iii)  For  transactions  effected  on  a 
“when,  as  and  if  issued”  basis,  initial 
confirmations  shall  be  sent  within  two 
business  days  following  the  trade  date. 
Confirmations  from  a  syndicate  or  ac¬ 
count  manager  to  the  members  of  the 
syndicate  or  account  may  be  in  the  form 
of  a  letter,  covering  all  maturities  of  the 
issue,  setting  forth  the  information  here¬ 
after  specified  in  this  secticm  (c).  Con¬ 
firmations  indicating  the  final  settle¬ 
ment  date  shall  be  sent  by  the  seller  at 
least  five  business  days  prior  to  the  set¬ 


tlement  date  or,  with  respect  to  trans¬ 
actions  between  the  manager  and  mem¬ 
bers  of  a  syndicate  or  account  formed 
to  purchase  securities  from  an  issuer,  at 
least  six  business  days  prior  to  the  set¬ 
tlement  date;  provided,  however,  that  if 
the  settlement  date  is  accelerated  pur¬ 
suant  to  subparagraph  (b)  (ii)  (C)  above, 
final  confirmations  shall  be  sent  by  each 
seller  immediately  upon  determination 
by  it  of  the  settlement  date. 

(iv)  For  transactions  in  new  issue  se¬ 
curities  having  a  settlement  date  more 
than  six  business  days  following  the 
trade  Itate  for  which  only  one  confirma¬ 
tion  is  sent,  such  confirmation  shall  be 
sent  within  two  business  days  following 
the  trade  date. 

(u)[(iv)]  Each  confirmation  shall 
contain  the  following  information: 

(A)  Confirming  party’s  name,  address 
and  telephone  number; 

(B)  “Contra  party”  identification; 

(C)  Designation  of  purchase  from  or 
sale  to; 

(D)  Par  value  of  the  securities; 

(E)  Description  of  the  securities,  in¬ 
cluding  at  a  minimum  the  name  of  the 
issuer,  interest  rate,  maturity  date,  and 
if  the  securities  are  limited  tax,  subject 
to  redemption  prior  to  maturity  (calla¬ 
ble),  or  revenue  bonds,  an  indication  to 
such  effect,  including  in  the  case  of  rev¬ 
enue  bonds  the  type  of  revenue,  if  nec¬ 
essary  for  a  materially  complete  descrip¬ 
tion  of  the  securities,  and  in  the  case  of 
any  securities,  if  necessary  for  a  materi¬ 
ally  complete  description  of  the  securi¬ 
ties,  the  name  of  any  company  or  other 
person  in  addition  to  the  issuer  obligated, 
directly  or  indirectly,  with  respect  to 
debt  service  or.  if  there  is  more  than  one 
such  obligor,  the  statement  “multiple 
obligors”  may  be  shown; 

(F)  CUSIP  number,  if  any,  assigned  to 
the  securities; 

(G)  [«F)  1  Trade  date; 

(//)  [(G)  1  Settlement  date; 

(/)  [  (H)  1  Yield  to  maturity  and  result¬ 
ing  dollar  price,  except  in  the  case  of  se¬ 
curities  which  are  traded  on  the  basis  of 
dollar  price  or  securities  sold  at  par,  in 
which  event  only  dollar  price  need  be 
shown  (in  cases  in  which  securities  are 
priced  to  caii,  this  must  be  stated,  and 
[;]  where  a  transaction  is  effected  on  a 
yield  basis,  the  calculation  of  dollar  price 
shall  be  to  the  lower  of  price  to  call  or 
price  to  maturity) ; 

(J)  [  (I)  ]  Amount  of  concession,  if  any. 
per  $1,000  par  value  unless  stated  to  be 
an  aggregate  figure; 

(K)  [  (J)  ]  Amount  of  accrued  interest; 

(L)  [(K)  1  Extended  principal  amount; 

(M)  [(L)l  Total  dollar  amount  of 
transaction;  and 

(1V)[(M)]  Instructions,  if  available, 
regarding  receipt  or  delivery  of  securi¬ 
ties,  and  form  of  payment  if  other  than 
as  usual  and  customary  between  the  par¬ 
ties. 

The  initial  confirmation  for  a  “when,  as 
and  if  issued”  transaction  shall  not  be 
required  to  contain  the  Information  spe¬ 
cified  in  subparagraphs  (H),  (K).  (L). 
and  iM)  [(O),  (J),  (K).  and  (L)]  of 
this  paragraph  or  the  resulting  dollar 


price  as  specified  in  subparagraph  (/) 
[(H)]. 

(tn)  [(v)  ]  In  addition  to  the  informa¬ 
tion  required  by  paragraph  (u)  [(Iv)] 
above,  each  confirmation  shall  contain 
the  following  information,  if  applicable: 

(A)  Elated  date  if  it  affects  the  price 
or  interest  calculation,  and  first  Interest 
payment  date,  if  other  than  semi-an¬ 
nual; 

(B)  If  the  securities  are  “fully  regis¬ 
tered”  or  “registered  as  to  principal 
only,"  a  designation  to  such  effect; 

(C)  If  the  securities  are  “called”  or 
“pre-refunded,”  a  designation  to  such 
effect,  the  date  of  maturity  which  has 
been  fixed  by  the  call  notice,  and  the 
amount  of  the  call  price; 

(D)  Denominations  of  notes  and,  if 
other  than  those  specified  in  paragraph 
(e)  (iv)  hereof,  denominations  of  boncls; 

(E)  Any  special  instructions  or  quali¬ 
fications,  or  factors  affecting  payment 
of  principal  or  interest,  such  as  (A)  “ex 
legal,”  or  (B)  if  the  securities  are  traded 
without  interest,  “fiat,”  or  (C)  if  the 
securities  are  in  default  as  to  the  pay¬ 
ment  of  Interest  or  principal,  “in  de¬ 
fault”;  and 

(F)  Such  other  Information  as  may  be 
necessary  to  ensure  that  the  parties  agree 
to  the  details  of  the  transaction. 

(d)  Comparison  and  Verification  of 
Confirmations;  Unrecognized  Trans¬ 
actions. 

(i)  [Pi-omptly]  Upon  receipt  of  a  con¬ 
firmation,  each  party  to  a  transaction 
shall  compare  and  verify  such  confirma¬ 
tion  to  ascertain  whether  any  discrep¬ 
ancies  exist.  If  any  discrepancies  exist 
in  the  information  as  set  forth  in  the 
two  compared  confirmations,  the  party 
discovering  such  discrepancies  shall 
promptly  communicate  such  discrepan¬ 
cies  to  the  contra  party  and  both  parties 
shall  promptly  attempt  to  resolve  the 
discrepancies.  In  the  event  the  parties 
are  able  to  resolve  the  discrepancies,  the 
party  in  error  shall,  within  one  busi¬ 
ness  day  following  such  resolution, 
[promptly]  send  a  corrected  confirma¬ 
tion  to  the  contra  party  [a  corrected 
confirmation].  Such  confirmation  shall 
indicate  that  it  is  a  correction  and  the 
date  of  the  [correction]  corrected  con¬ 
firmation.  In  the  event  the  parties  are 
unable  to  resolve  the  discrepancies,  each 
party  shall  promptly  send  to  the  contra 
party  a  written  notice,  return  receipt  re¬ 
quested,  indicating  nonrecognition  of  the 
transaction. 

(ii)  In  the  event  a  party  receives  a 
confirmation  for  a  transaction  which  it 
does  not  recognize,  it  shall  promptly  seek 
to  ascertain  whether  a  trade  occurred 
and  the  terms  of  the  trade.  In  the  event 
it  determines  that  a  trade  occurred  and 
the  confirmation  it  received  was  correct, 
such  party  shall  immediately  notify  the 
confirming  [contra]  party  by  telephone 
and,  within  one  business  day  [promptly] 
thereafter,  send  [to  the  contra  party]  a 
written  confirmation  of  the  transaction 
to  the  confirming  party.  In  the  event  o 
party  cannot  confirm  the  trade,  such 
[the  trade  cannot  be  confirmed],  [the] 
party  [^Ich  does  not  recognize  the 
trade]  shall  immediately  notify  the  con- 
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firming  [contra]  party  by  telephone 
and,  within  one  businesa  day  [promptly] 
thereafter  send  a  written  notice,  return 
receipt  requested,  [a  written  notice]  to 
the  confirming  [contra]  party.  Indicat¬ 
ing  nonrecognition  of  the  transaction, 
[and  the  contra  party  shall,]  Promptly 
upon  receipt  of  such  notice,  the  con¬ 
firming  party  shall  verify  Its  records  and. 
If  It  agrees  with  the  non-confirming 
party,  [sending  the  notice]  Indicating 
nonrecognition  of  the  transaction,] 
promptly  send  a  notice  of  cancellation  of 
the  transaction,  return  receipt  requested, 
to  the  rum-confirming  party,  [a  notice  of 
cancellation  of  the  transaictlon.] 

(Ill)  In  the  event  a  party  has  sent  a 
confirmation  of  a  transaction,  but  falls 
to  receive  a  confirmation  from  the  contra 
party  or  a  notice  indicating  nonrecogni¬ 
tion  of  the  transaction  within  four  busi¬ 
ness  days  of  the  trade  date,  the  confirm¬ 
ing  party  shaU  promptly  seek  to  ascertain 
whether  a  trade  occurred.  If,  after  such 
verification,  such  party  believes  that  a 
trade  occurred.  It  shall  Immediately  no¬ 
tify  the  non-confirming  [contra]  party 
by  telephone  to  such  effect  and  send, 
within  one  business  day  thereafter,  [re¬ 
turn  receipt  requested,]  a  written  notice. 
return  receipt  requested,  to  the  rum-con¬ 
firming  party.  Indicating  failure  to  ccm- 
firm.  Promptly  following  receipt  of  tele¬ 
phone  notice  from  the  confirming  party, 
the  non-confirming  [contra]  party  shall 
seek  to  ascertain  whether  a  trade  oc- 
curred  and  the  terms  of  the  trade.  In  the 
event  the  non-confirming  [contra]  party 
determines  that  a  trade  occurred.  It  shall 
Immediately  notify  the  confirming  party 
by  telephone  to  such  effect  and,  within 
one  businesa  day  [promptly]  thereafter, 
send  a  written  confirmation  of  the  trsms- 
actlon  to  the  confirming  party.  In  the 
event  a  party  [the  trade]  cannot  confirm 
the  trade,  such  [be  confirmed,  the  con¬ 
tra]  party  shall  promptly  send[,]  [re¬ 
turn  receipt  requested,]  a  written  notice. 
return  receipt  requested,  to  the  confirm¬ 
ing  party.  Indicating  nonrecognition  of 
the  transaction,  [to  the  confirming 
party.] 

(Iv)  If  procedures  are  initiated  pur¬ 
suant  to  paragraph  Hi)  of  this  section, 
the  procedures  required  by  paragraph 
(ili)  need  not  be  followed:  and  con¬ 
versely,  if  procedures  are  initiated  pur¬ 
suant  to  paragraph  (iii)  of  this  section, 
the  procedures  required  by  paragraph 
(ii)  need  not  be  followed. 

(t>)[(lv)]  In  the  event  any  material 
discrepancies  or  differences,  basic  to  the 
transaction,  remain  unresolved  by  the 
close  of  the  business  day  following  receipt 
by  a  party  of  a  written  notice  Indicating 
nonrecognition,  or  by  the  close  of  the 
business  day  following  the  date  the  con¬ 
firming  party  gives  [gave]  telephone  no¬ 
tice  of  the  transaction  to  the  non-con¬ 
firming  [contra]  party  pursuant  to  para¬ 
graph  (111)  above,  whichever  first  occurs, 
the  transaction  may  be  cancelled  by  the 
confirming  party  or.  In  the  event  there 
exists  disagreement  concerning  the  terms 
of  the  transaction,  by  either  confirming 
pcu'ty.  Nothing  herein  contained  shall  be 
construed  to  affect  whatever  rights  the 
oonflrmlng  party  or  parties  may  other¬ 


wise  have  with  respect  to  a  transaction 
which  Is  cancelled  pursuant  to  this  para¬ 
graph. 

(o<)  [(T)]  Nothing  herein  contained 
shall  be  construed  to  prevent  the  set¬ 
tlement  of  a  transaction  prior  to  com¬ 
pletion  of  the  procedures  prescribed  In 
this  section  (d) ;  provided  that  each 
party  to  the  transaction  shall  be  resi}on- 
slble  for  sending  to  the  other  party, 
within  one  business  day  of  such  settle¬ 
ment,  a  confirmation  evidencing  the 
terms  of  the  transaction. 

(vU)  [  (vl)  ]  The  notices  referred  to  In 
this  section  Indicating  nonrecognition  of 
a  transaction  or  failure  to  confirm  a 
transaction  shall  contain  sufficient  In¬ 
formation  to  Identify  the  confirmation  to 
which  the  notice  relates  including,  at  a 
minimum,  the  information  set  forth  In 
subparagraphs  (A)  [(D)]  through  (E), 
(G)  and  (H)  [(Q)  ]  of  paragraph  (c)  (c) 
[(Iv),  as  well  as  the  confirmation  num¬ 
ber].  In  addition,  such  notice  shall  iden¬ 
tify  the  firm  and  person  providing  such 
notice  and  the  date  thereof.  The  require¬ 
ments  of  this  paragraph  may  be  satis¬ 
fied  by  providing  a  copy  of  the  confirma¬ 
tion  of  an  unrecognized  transaction, 
marked  "don’t  know,”  together  with  the 
name  of  the  firm  and  person  providing 
such  notice  and  the  date  thereof. 

(e)  Delivery  of  Securities.  The  follow¬ 
ing  provisions  ,  shall,  unless  otherwise 
agre^  by  the  parties,  govern  the  de¬ 
livery  of  securities: 

(I)  Place  and  Time  of  Delivery.  De¬ 
livery  shall  be  made  at  the  office  of  the 
purchaser,  or  Its  designated  agent,  be¬ 
tween  the  hours  established  by  rule  or 
practice  In  the  c(xnmunlty  In  which  such 
office  is  located.  If  the  parties  so  agree, 
book  entry  will  constitute  good  delivery 
for  purposes  of  this  rule. 

(II)  Delivery  Ticket.  A  delivery  ticket 
shall  accompany  the  delivery  of  securi¬ 
ties.  Such  ticket  shall  contain  the  In¬ 
formation  set  forth  in  subparagraphs 

(A),  (B),  (D)  through  (H)  [(0)1,  [(L) 
and]  (M)  and  (N)  of  paragraph  (c)  (t>) 
[(Iv)  ]  and,  to  the  extent  applicable,  the 
InformatlMi  set  forth  In  subparagraphs 

(A),  (B),  (D),  (E)  and  (P)  of  para¬ 
graph  (c)  (vi)  [(v)]  and  shall  have  at¬ 
tached  to  It  an  extra  copy  of  the  ticket 
which  may  be  used  to  acknowledge  re¬ 
ceipt  of  the  securities. 

(III)  Partial  Delivery.  The  purchaser 
shsdl  not  be  required  to  accept  a  partial 
delivery  with  respect  to  a  single  trade 
in  a  single  security.  For  purposes  of  this 
paragraph,  a  "single  security”  shall  mean 
a  security  of  the  same  issuer  having  the 
same  maturity  date,  coupon  rate  and 
price. 

(Iv)  Units  of  Delivery.  Delivery  of 
bonds  shall  be  made  In  the  following 
denominations : 

(A)  For  bearer  bonds.  In  denomina¬ 
tions  of  $1,000  or  $5,000  par  valxie;  and 

(B)  For  registered  bonds,  In  denomina¬ 
tions  which  are  multiples  of  $1,000  par 
value,  up  to  $100,000  par  value. 

Delivery  of  notes  shall  be  made  In  the 
denominations  specified  on  the  con- 
flrmaticm  as  required  pursuant  to  pcua- 
graiAi  (c)  (vi)  [  (v)  ]  of  this  rule. 

(v)  Bearer  and  Registered  Form.  De¬ 
livery  (ff  securities  which  are  Issuable  In 


both  bearer  and  registered  form  shall  be 
In  bearer  form  unless  otherwise  agreed 
by  the  parties. 

(vl)  Mutilated  Certificates.  Delivery 
of  a  certificate  which  Is  damaged  to  the 
extent  that  any  of  the  following  Is  not 
ascertainable:  (A)  Name  of  Issuef;  (B) 
Par  value;  (C)  Signature;  (D)  Coupon 
rate;  (E)  Maturity  date;  (F)  Seal  of  the 
Issuer;  or  (O)  Bond  or  note  number. 

shall  not  constitute  good  delivery  \mless 
validated  by  the  trustee,  registrar,  trans¬ 
fer  agent,  paying  agent  or  Issuer  of  the 
securities  or  by  an  authorized  agent  or 
official  of  the  Issuer. 

(vU)  Coupon  Securities.  (Ai  Coupon 
securities  shall  have  securely  attached 
to  the  certificate  in  the  correct  sequence 
all  appropriate  coupons,  including  sup¬ 
plemental  coupons  If  specified  at  the 
time  of  trade,  which  In  the  case  of  se¬ 
curities  upon  which  Interest  Is  in  default 
shall  Include  all  unpaid  or  partially  paid 
coupons.  All  coupons  attached  to  the 
certificate  must  have  the  same  serial 
number  as  the  certificate. 

(B)  Anything  herein  to  the  contrary 
notwithstanding.  If  securities  are  traded 
“and  Interest”  and  the  settlement  date 
Is  on  or  after  the  Interest  payment  date, 
such  securities  shall  be  delivered  with¬ 
out  the  coupon  payable  on  such  intere.'-t 
payment  date. 

(C)  If  delivery  of  securitie.s  is  due 
within  30  calendar  days  prior  to  an  in¬ 
terest  pa3mient  date,  the  seller  may  de¬ 
liver  to  the  purchaser  a  draft  or  banl 
check  of  the  seller  or  its  agent  [cashier  s 
or  certified  check],  payable  on  the  date 
delivery  Is  made,  lit  an  amount  equal 
to  the  Interest  due.  In  lieu  of  the  coupon 

(viU)  Mutilated  or  Cancelled  Coupon  s 
Delivery  of  a  certificate  which  bears  a 
coupon  which  Is  damaged  to  the  extent 
that  any  one  of  the  following  cannot  » 
ascertained  from  the  coupon: 

(A)  Title  of  the  Issuer; 

(B)  Bond  or  note  number; 

(C)  Coupon  number  or  payment  date 
(If  either  the  coupon  number  or  the  pay¬ 
ment  date  Is  ascertainable  from  the  cou¬ 
pon,  the  coupon  will  not  be  conslderctl 
mutilated) ;  or 

(D)  The  fact  that  there  is  a  signa¬ 
ture;  or  which  coupon  has  been  can¬ 
celled,  shall  not  constitute  good  deliven 
unless  the  coupon  is  endorsed  or  guaran¬ 
teed.  In  the  case  of  damaged  coupons, 
such  endorsement  or  guarantee  must  be 
by  the  issuer  or  by  a  commercial  bank. 
In  the  case  of  cancelled  coupons,  such 
endorsement  or  guarantee  must  be  by 
the  Issuer,  or  an  authorized  agent  or 
official  of  the  Issuer,  or  by  the  trustee  or 
paying  agent. 

(lx)  Delivery  of  Certificates  Called  for 
Redemption.  A  certificate  for  which  a 
notice  of  call  has  been  published  prior 
to  the  trade  date  shall  not  constitute 
good  delivery  unless  the  securities  are 
Identified  as  “called”  at  the  time  of 
trade.  [If  a  notice  of  call  is  published  on 
or  after  the  trade  date,  the  transaction 
shall  be  deemed  cancelled.] 

(X)  Delivery  Without  Legal  Opinions 
or  Other  Dociunents.  Delivery  of  certifi¬ 
cates  without  legal  cvlnions  or  other 
dociunents  legaUy  required  to  accom¬ 
pany  the  certificates  shall  not  constitute 
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good  delivery  unless  Identified  as  "ex 
legal"  at  tfie  time  of  trade. 

(xi)  Insured  Securities.  Delivery  of 
certificates  for  securities  traded  as  in¬ 
sured  securities  shall  be  accompanied  by 
evidence  of  such  insurance,  either  on 
the  face  of  the  certificate  or  in  a  docu¬ 
ment  attaclied  to  the  certificate. 

<zil)  Endorsements  for  Banking  or 
Insurance  Requironents.  A  security 
bearing  an  endorsement  indicating  that 
it  was  deposited  in  accordance  aith  le¬ 
gal  requirements  applicable  to  banking 
institutions  or  insurance  companies  shall 
not  constitute  good  delivery  unless  it 
bears  a  release  acknowledged  before  an 
officer  authorized  to  take  such  acknowl¬ 
edgements  and  was  designated  as  a  re¬ 
leased  endorsed  security  at  the  time  of 
trade. 

(xiii)  Delivery  of  Registered  Securi¬ 
ties.  (A)  Assignments.  Delivery  of  a  cer¬ 
tificate  in  registered  form  must  be  ac¬ 
companied  by  an  assignment  on  the 
certificate  or  on  a  detached  assignment 
(separate  bond  power]  for  such  certifi¬ 
cate,  containing  a  signature  which  cor¬ 
responds  in  every  particular  with  the 
name  written  upon  the  certificate,  except 
that  the  following  shall  be  interchange¬ 
able;  "and”  or  "Company”  or  Co.”; 
“Incorporated”  or  “Inc.”;  and  “Limited" 
or  “Ltd.”. 

(B)  Detached  Assignment  Require¬ 
ments.  A  detached  assignment  shall  pro¬ 
vide  for  the  irrevocable  appointment  of 
an  attorney,  with  power  of  substitution, 
a  full  description  of  the  security,  includ¬ 
ing  the  name  of  the  issuer,  the  maturity 
date  and  interest  rate,  the  bond  or  note 
number,  and  the  par  value  (expressed 
in  words  and  numerals). 

(C)  Power  of  Substitution.  When  the 
name  of  an  individual  or  firm  has  been 
inserted  in  an  assignment  as  attorney,  a 
power  of  substitution  shall  be  executed 
in  blank  by  such  individual  or  firm. 
When  the  name  of  an  individual  or  firm 
has  been  inserted  in  a  power  of  substi¬ 
tution  as  a  substitute  attorney,  a  new 
power  of  substitution  shall  be  executed 
in  blank  by  such  individual  or  firm. 
When  the  name  of  an  individual  or  firm 
has  been  inserted  in  a  power  of  substitu¬ 
tion  as  a  substitute  attorney,  a  new 
power  of  substitution  shaU  be  executed 
in  blank  by  such  substitute  attorney. 

(D)  Guarantee.  Each  assignment,  en¬ 
dorsement.  alteration  and  erasure  shall 
bear  a  guarantee  acceptable  to  the  trans¬ 
fer  agent  or  registrar. 

(E)  Certificate  in  Name  of  a  Party 
Other  Than  a  Natural  Person.  A  certifi¬ 
cate  registered  in  the  name  of  a  party 
other  than  a  natural  person,  or  in  a 
name  with  official  designation,  shall  con¬ 
stitute  a  good  delivery  only  if  the  state¬ 
ment  "Proper  papers  for  transfer  filed 
by  assignor”  is  placed  on  the  assignment 
and  signed  by  toe  transfer  agent. 

(F)  Certificate  in  Name  of  Deceased 
Person,  Trustee,  Etc. 

(1)  A  certifix^ate  shall  not  constitute 
good  delivery  If  executed  with  a  qualifi¬ 
cation,  restriction,  or  special  designation 
or  if  delivered  In  toe  name  of.  or  with 
an  assignment  or  power  of  substitution 
executed  by  a  person  since  deceased;  a 


minor;  a  receiver  in  bankruptcy;  an 
agent:  an  attorney;  or,  except  as  pro¬ 
vided  in  subparagraph  (2)  below,  a 
trustee  or  trustees  (except  for  trustees 
acting  in  toe  capacity  of  a  board  of  di¬ 
rectors  of  a  corporation  or  association 
in  which  case  toe  requirements  of  sub- 
paragraph  (E)  above  shaU  apply),  a 
guardian,  an  executor,  or  an  administra¬ 
tor. 

(2)  A  certificate  shall  constitute  go(xl 
delivery  with  an  assignment  or  a  power 
of  substitution  executed  by  an  individual 
executor  or  administrator;  an  individual 
trustee  under  an  inter  vivos  or  testa- 
mentarj’  trust;  a  guardian  .(including 
committees,  conservators  and  cur¬ 
ators)  :  or  a  custodian  acting  pursuant 
to  toe  provisions  of  the  Uniform  Gifts 
to  Minors  Act. 

(G)  Pajment  of  Interest.  If  a  regis¬ 
tered  security  is  traded  “and  interest” 
and  transfer  of  record  ownership  can¬ 
not  be  accomplished  on  or  before  toe 
record  date  for  toe  determination  of  reg¬ 
istered  holders  for  toe  payment  of  in¬ 
terest.  delivery  shall  l>e  accompanied  by 
a  dro/f  or  bank  check  of  the  seller  or  its 
agent  (cashier’s  or  certified  check],  pay¬ 
able  on  toe  date  delivery  is  made,  for  toe 
amoimt  of  toe  interest. 

(H)  Registered  Securities  Traded 
"Plat”.  If  a  registered  security  is  traded 
'’flat”  ite.  Is  In  default  in  toe  payment 
of  interest)  and  transfer  of  record  own¬ 
ership  cannot  be  accomplished  on  or  be¬ 
fore  toe  record  date  for  toe  determina¬ 
tion  of  registered  holders  for  the  pay¬ 
ment  of  interest,  an  Interest  payment 
date  having  been  established  on  or  after 
the  trade  date,  deliver)-  shall  be  accom¬ 
panied  by  a  draft  or  bank  check  of  the 
seller  or  its  agent  (cashier’s  or  certified 
check],  payable  on  toe  date  delivery  is 
made,  for  toe  amount  of  the  payment  to 
be  made  by  toe  issuer,  unless  the  security 
is  traded  “ex-interest.” 

(xiv>  Expenses  of  Shipment.  Expanses 
of  shipment  of  securities,  including  In¬ 
surance,  postage,  draft,  and  collection 
charges,  shall  be  paid  by  toe  seller. 

(XV)  McHiey  Differences.  The  follow¬ 
ing  money  differences  shall  not  be  suffl- 
cent  to  cause  rejection  of  delivery: 

MoTimum  differences 
Par  vslufe  per  transaction  . 

$1,000  to  $24,999 .  $10 

$25,000  to  $90.999 .  25 

aiOOhOO  to  $249,990 .  60 

$250,000  to  $999,999 . . .^  260 

$1  and  over _  500 

The  calculations  of  the  seller  shall  tie 
utilteed  in  determining  the  maximum 
permissible  differences  and  amount  of 
payment  to  be  made  upon  delivery.  The 
parties  shall  seek  to  reconcile  any  such 
money  differences  [must  be  reconciled  by 
the  parties] within  ten  business  days  fol¬ 
lowing  settlement. 

(f)  Payment.  (1)  Calculation  of  Inter¬ 
est.  Unless  otherwise  agreed  by  the  par¬ 
ties.  in  toe  settlement  of  transactions  in 
Interest-paying  securities  toere  shall  be 
added  to  the  dollar  price  interest  at  toe 
rate  specified  In  toe  security,  which 
shall  be  computed  up  to  but  not  includ¬ 
ing  toe  settlement  date. 


(ii>  Calculation  of  Price.  Calculations 
to  determine  the  price  and  yield  to  ma¬ 
turity  of  municipal  securities  shall  be 
made  In  accordance  with  applicable  nUes 
of  the  Board,  if  any. 

(g)  Rejections  and  Reclamations.  (1) 
Definitions.  For  purposes  of  this  section, 
the  terms  “rejection”  and  “reclamation” 
shall  have  the  folloa'ing  meanings : 

(A)  “Rejection”  shall  mean  refusal  to 
accept  securities  which  have  been  pre¬ 
sent^  for  delivery. 

(B)  “Reclamation”  sliall  mean  return 
by  tlie  receiving  party  of  securities  pre¬ 
viously  accepted  for  delivery  or  a  de¬ 
mand  by  toe  delivering  party  for  return 
of  securities  which  have  been  delivered. 

(ii)  Basis  for  Rejection.  Securities  prc- 
saited  for  delivery  may  be  rejected  if  tlie 
contra  party  fails  to  make  a  good  de¬ 
livery. 

(ill)  Basis  for  Reclamation  and  Time 
Limits.  A  reclamation  may  be  made  by 
either  the  receiving  party  or  the  deliver¬ 
ing  party  if,  subsequent  to  delivery,  in¬ 
formation  Is  discovered  which.  If  known 
at  toe  time  of  delivery,  would  have 
caused  toe  delivery  not  to  constitute  good 
delivery,  provided  swto  reclamation  is 
made  within  toe  foUoa’ing  time  limits; 

(A)  [(B)]  Reclamation  by  reason  of 
toe  following  shall  be  made  within  one 
business  day  following  toe  date  of  deliv¬ 
ery: 

(1)  not  good  delivery  because  a  cou¬ 
pon.  or  an  interest  (toeck  in  lieu  thereof, 
required  by  this  rule  to  aoexunpany  de¬ 
livery  was  missing;  or 

(2)  not  go(xl  delivery  because  a  certifi¬ 
cate  or  coupon  w-as  mutilated  In  a  man¬ 
ner  inconsistent  with  the  provisions  oC 
paragraphs  (e)  (vi)  or  (vill)  hereof;  or 

(B)  [(C)  1  Reclamation  because  an  In¬ 
terest  check  accompanying  delivery  was 
not  honored  shall  be  made  within  three 
business  days  following  receipt  by  the 
purchaser  of  the  notice  of  dishonor.  [  toe 
date  of  delivery]. 

(C) [(A)]  Reclamation  by  reason  of 
the  following  shall  be  made  within  IB 
months  following  toe  date  of  delivery; 

(1)  irregularity  in  delivery,  including, 
but  not  limited  to,  delivery  of  toe  wrong 
issue  ((.«.,  Issuer,  coupon  rate  or  maturity 
date) ,  duplicate  delivery,  delivery  to  toe 
wrong  party  or  Icx^ation.  or  over  delivery; 
or 

(2)  refusal  to  transfer  or  deregister  by 
toe  transfer  agent  due  to  a  lack  of  docu¬ 
mentation  required  by  paragraph  (e) 
(xiH)  of  this  rule. 

(D)  Reclamation  by  reason  of  toe  fol¬ 
lowing  may  be  made  without  any  time 
limitation; 

(1)  toe  security  delivered  is  reported 
missing,  stolen,  fraudulent  or  counter¬ 
feit:  or 

( 2)  not  good  delivery  because  notice  of 
call  for  the  certificate  was  published 
prior  to  toe  trade  date  and  this  was  not 
specified  at  toe  time  of  trade. 

The  running  of  any  of  the  time  periods 
specified  In  this  paragrai^  shall  not  be 
deemed  to  foreclose  a  party’s  right  to 
pursue  Its  claim  via  other  means.  In¬ 
cluding  arbitration. 

(Iv)  Procedure  for  Rejection  or  Rec¬ 
lamation.  If  a  party  elects  to  reject  or  ^ 
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reclaim  securities,  rejectlcm  or  reclama¬ 
tion  shall  be  effected  by  sending  a  writ¬ 
ten  notice  which  contains  sufficient  In¬ 
formation  to  identify  the  delivery  to 
which  the  notice  relates,  including  a 
copy  of  the  original  delivery  ticket  or 
other  proof  of  delivery  and  to  the  extent 
not  set  forth  on  such  document,  the 
following: 

(A)  The  name  of  the  party  delivering 
the  securities; 

(B)  The  name  of  the  party  receiving 
the  securities; 

(C)  A  description  of  the  securities; 

(D)  The  date  the  securities  were 
delivered; 

(E)  The  date  of  rejection  or  reclama¬ 
tion; 

(P)  The  par  value  of  the  securities 
which  are  being  rejected  or  reclaimed; 

(Q)  In  the  case  of  a  reclamation,  the 
amount  of  money  the  securities  are  re¬ 
claimed  for; 

(H)  The  reason  for  rejection  or  rec¬ 
lamation;  and 

(I)  The  name  and  telephone  number 
of  the  person  to  contact  concerning  the 
rejection  or  reclamation. 

(v)  Acceptance  or  Delivery  of  Secu¬ 
rities.  Upon  rejection  or  reclamation 
properly  made  pursuant  to  this  rule,  the 
securities  rejected  or  reclaimed  shall  be 
accepted  or  delivered  as  required  by  the 
notice  of  rejection  or  reclamation  and 
the  exchange  of  correct  monies  or  secu¬ 
rities  shall  be  made. 

(vl)  Effect  of  Rejection  or  Reclama¬ 
tion.  Rejection  or  reclamation  of  secu¬ 
rities  shall  not  constitute  a  cancellation 
of  the  transaction. 

(h)  Close-Out.  Transactions  which 
have  been  confirmed  or  otherwise  agreed 
upon  by  both  parties  but  which  have  not 
been  completed  may  be  closed  out  in  ac¬ 
cordance  with  this  section,  or  as  other¬ 
wise  agreed  by  the  parties. 

(1)  Close-Out  by  Purchaser.  With  re¬ 
spect  to  a  transaction  which  has  not 
b^n  completed  by  the  seller  according 
to  its  terms  and  the  requirements  of  this 
rule,  the  purchaser  may  close  out  the 
transaction  In  accordance  with  the  fol¬ 
lowing  procedures: 

(A)  Notice  of  Close-Out.  If  the  pur¬ 
chaser  elects  to  close  out  a  transaction 
In  accordance  with  this  paragraph  (1), 
the  purchaser  shall,  not  earlier  than  the 
fifth  bi^iness  day  following  the  settle¬ 
ment  date,  notify  the  seller  by  telephone 
of  the  purchaser’s  Intention  to  close  out 
the  transaction  and  Immediately  there¬ 
after  send,  return  receipt  requested,  a 
written  notice  of  close-out  to  the  seller. 
Such  notice  shall  be  accompanied  by  a 
copy  of  the  seller’s  confirmation  of  the 
transaction  to  be  closed  out  or  other 
written  evidence  of  the  contract  between 
the  parties.  The  notice  shall  state  that 
unless  the  transaction  is  completed  by  a 
specified  date  and  time,  which  shall  not 
be  earlier  than  the  close  of  the  fifth  busi¬ 
ness  day  following  the  date  the  tele¬ 
phonic  notice  Is  given,  or  as  provided  in 
subparagraph  (C)  below,  the  transaction 
may  be  closed  out  In  accordance  with  this 
section. 

(B)  Response.  The  seller  shall  respond 
to  the  notice  of  close-out  In  writing,  or 
by  telephone  caU  promptly  confirmed  In 


writing,  return  receipt  requested,  within 
one  business  day  following  the  date  the 
telephonic  notice  required  by  subpara¬ 
graph  (A)  is  given,  stating  the  seller’s 
reasons  for  falling  to  complete  the  trans¬ 
action.  Any  party  receiving  a  notice  of 
close-out  [The  seller]  may  retransmit 
the  notice  [of  close-out]  to  another 
party  from  whom  the  securities  are  due. 
provided  that  any  [the]  retransmitted 
notice  must  be  received  by  such  other 
party  not  later  than  one  business  day 
preceding  the  [specified]  date  for  close¬ 
out  as  specified  on  the  original  notice  or 
as  extended  due  to  retransmittals.  Each 
retransmittal  subsequent  to  the  initial 
retransmittal  shall  extend  the  date  for 
close-out  by  one  business  day  and  the 
party  retransmitting  the  notice  shall  at¬ 
tach  to  the  notice  a  memorandum  speci¬ 
fying  the  extended  date  for  close-out 
resulting  from  such  retransmittal  and 
shall  immediately  notify  the  purchaser 
originating  the  close-out  notice  of  the 
extended  date.  Any  party  receiving  a 
retransmitted  notice  of  close-out  shall 
respond  to  the  party  retransmitting  the 
notice  within  the  time  periods  and  ac¬ 
cording  to  the  procedures  provided 
herein  for  the  seller’s  response. 

(C)  Time  Periods.  If  by  the  close  of 
the  fifth  business  day  following  the  date 
the  close-out  notice  was  given,  the  pur¬ 
chaser  has  received  no  response  or  notice 
of  retransmittal  or  has  received  a  re¬ 
sponse  which  fails  to  provide  an  adequate 
explanation,  as  described  below,  for  the 
seller’s  failure  to  complete  the  trans¬ 
action,  the  purchaser  may  close  out  the 
transaction  in  accordance  with  the  terms 
of  the  close-out  notice.  If  the  purchaser 
has  received  an  adequate  explanation  of 
the  seller’s  failure  to  complete  the  trans¬ 
action,  the  purchaser  may  not  close  out 
the  transaction  before  the  close  of  the 
fifteenth  business  day  following  the  date 
the  close-out  notice  was  given.  For  pur¬ 
poses  of  this  subparagraph,  a  seller  ^all 
be  deemed  to  have  provided  an  adequate 
explanation  for  its  failure  to  complete 
the  transaction  [if  it  is  taking  steps 
necessary  to  effect  good  delivery  of  the 
securities  and  so  states  orl  only  if  it  has 
an  offsetting  fail  to  receive  outstanding 
of  the  same  security  and  so  states  or  if 
the  ceriflcates,  coupons  or  documenta¬ 
tion  required  by  this  rule  are  in  transit 
to  the  purchaser  or  the  seller,  have  been 
sent  for  transfer,  deregistration  or  vali¬ 
dation,  or  have  been  lost  or  mutilated 
and  replacements  have  been  requested, 
and  the  seller  so  states.  If  the  purchaser 
has  received  a  notice  of  retransmittal  ex¬ 
tending  the  date  for  close-out,  the  trans¬ 
action  may  not  be  closed  out  before  the 
close  of  business  on  the  latest  extended 
date. 

(D)  Fiirchaser’s  Options.  To  close  out 
a  transaction  as  provided  herein  the  pur¬ 
chaser  may,  at  its  option: 

(1)  Purchase  (“buy-in”)  at  the  cur¬ 
rent  market  all  or  any  part  of  the 
securities  necessary  to  cwnplete  the 
transaction,  for  the  account  and  liability 
of  the  seller; 

(2)  Cancel  the  transaction  as  to  all 
or  any  part  of  the  securities  necessary 
to  complete  the  transaction ; 


(3)  Accept  from  the  seller  in  satisfac¬ 
tion  of  the  seller’s  obligation  under  the 
original  contract  (which  shall  be  concur¬ 
rently  cancelled)  the  delivery  of  munici¬ 
pal  securities  which  are  comparable  to 
those  originally  bought  in  quantity,  qual¬ 
ity,  yield  or  price,  and  maturity,  with  any 
additional  expenses  ox  any  additlona] 
cost  of  acquiring  such  substituted  secu¬ 
rities  being  borne  by  the  seller;  or 

(4)  Require  the  seller  to  repurchase 
the  securities  cm  terms  which  provide 
that  the  seller  pay  an  amount  which 
includes  [equal  tol  accrued  interest  and 
bear  the  burden  of  any  change  in  market 
price  or  yield. 

A  close-out  will  operate  to  close  out  all 
transactions  covered  imder  retransmit¬ 
ted  notices.  A  buy-in  may  be  executed 
from  a  long  position  in  customers’  ac¬ 
counts  maintained  with  the  party  ex¬ 
ecuting  the  buy-in  or.  with  the  agree¬ 
ment  of  the  seller,  from  the  purchaser's 
contra  party.  In  all  cases,  the  purchaser 
must  be  prepared  to  defend  the  price 
at  which  the  close-out  is  executed  rela¬ 
tive  to  maiicet  conditions  at  ^e  time  oi 
the  execution. 

<  E)  Close-Out  Not  Completed.  A  close¬ 
out  procedure  instituted  pursuant  to  this 
rule  (including  any  action  by  the  pur¬ 
chaser  pursuant  to  subparagraph  (D)  of 
this  paragraph)  must  be  completed  not 
later  than  the  thirtieth  business  day  fol¬ 
lowing  the  settlement  date.  If  a  close-out 
pursuant  to  a  notice  of  close-out  is  not 
completed  in  accordance  with  the  terms 
of  the  notice  and  the  provisions  of  this 
rule,  the  notice  shall  expire,  (and  no 
further  close-out  notices  for  the  same 
transaction  may  be  issued]  Additional 
close-out  notices  may  be  issued,  provided 
that  a  close-out  procedure  initiated  pur¬ 
suant  to  this  rule  with  respect  to  a  trans¬ 
action  must  be  completed  not  later  than 
the  thirtieth  business  day  following  the 
settlement  date,  regardless  of  the  num¬ 
ber  of  close-out  notices  issued.  Anything 
herein  to  the  contrary  notwithstanding, 
each  time  period  specified  in  this  sub- 
paragraph  (E)  shall  be  extended  by  one 
business  day  for  each  retransmittal  of 
the  notice  of  close-out  subsequent  to  the 
initial  retransmittal. 

(F)  “Cash”  Transactions.  The  pur¬ 
chaser  may  close  out  transactions  made 
for  “cash”  or  made  for  or  amended  to 
include  guaranteed  delivery  at  the  close 
of  business  [during  normal  trading 
hours]  on  the  [business  day  following 
the]  day  delivery  is  due  [,  provided  that 
the  piu’chaser  shall  give  the  seller  at 
least  one  business  day’s  notice  of  the 
close-out  by  telephone  or  telegraph,  im¬ 
mediately  confirmed  in  writing]. 

(ii)  Close-Out  by  Seller.  If  a  seller 
makes  good  delivery  according  to  the 
terms  of  the  transaction  and  the  re¬ 
quirements  of  this  rule  and  the  pur¬ 
chaser  rejects  delivery,  the  seller  may 
close  out  the  transaction  in  accordance 
with  the  following  procedures: 

(A)  Notice  of  Close-Out.  If  the  seller 
elects  to  close  out  a  transaction  in  ac¬ 
cordance  with  this  paragraph  (il),  the 
seller  shall,  not  later  than  the  close  of 
business  on  [earlier  than  one  business 
day  following!  the  date  of  rejection  of 
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delivery,  notify  the  purchaser  by  tele¬ 
phone  of  the  seller's  Intention  to  close 
out  the  transaction  and  Immediately 
thereafter  send,  return  receipt  requested, 
a  written  notice  of  close-out  to  the  pur¬ 
chaser.  Such  notice  shall  be  accompa¬ 
nied  by  a  w^y  of  the  purchaser's  confir¬ 
mation  of  the  transaction  to  be  closed 
out  or  other  written  evidence  of  the  con¬ 
tract  betweai  the  p>artle8.  'The  notice 
shall  state  that  unless  the  transaction  la 
completed  by  a  specified  date  and  time, 
which  shall  not  be  earlier  than  the  close 
of  the  [third]  business  day  following  the 
date  the  telephonic  notice  Is  given,  the 
transaction  may  be  closed  out  In  accor¬ 
dance  with  this  section. 

(B)  Execution  of  Close-Out  Not 
earlier  than  the  close  of  the  [third] 
business  day  following  the  date  tele¬ 
phonic  notice  of  close-out  Is  given  to  the 
pim:haser,  the  seller  may  sell  out  the 
transaction  at  the  current  market  for  the 
account  and  liability  of  the  purchaser. 

(Ill)  Notice  of  Executed  Close-Out. 
The  party  executing  a  close-out  shall. 
Immediately  upon  execution,  notify  via 
hand  delivery  or  other  written  media 
having  same-day  receipt  ciuiabilitles.  the 
party  for  whose  account  and  liability  the 
transaction  was  closed-out,  stating  the 


means  of  closing  out  utilized  and  for¬ 
warding  a  copy  of  the  confirmation  of  the 
executed  transaction,  If  any. 

(tv)  Close-Out  Under  Special  Rulings. 
Nothing  herein  contained  shall  be  con¬ 
strued  to  prevent  brokers,  dealers  or 
municipal  securities  dealers  from  clos¬ 
ing  out  transactions  as  directed  by  a  rul¬ 
ing  of  a  natlcmal  securities  exchange,  a 
registered  securities  association  or  an  ap¬ 
propriate  regulatory  agency  Issued  In 
connection  with  the  liquidation  of  'a 
broker,  dealer  or  mimlclpal  securltlea 
dealer. 

(V)  Procedures  OptionaL  Nothing 
herein  contained  shaU  be  construed  to 
require  the  parties  to  follow  the  close¬ 
out  procedures  herein  specified  If  they 
otherwise  agree. 

(1)  Good  Faith  Deposits.  Ck>od  faith 
deposits  Shan  be  returned  by  the  man¬ 
ager  of  a  syndicate  or  similar  account 
formed  for  the  purchase  of  securities 
from  an  Issuer,  to  the  members  of  the 
syndicate  or  account  within  two  business 
days  following  the  date  of  settlement 
with  the  Issuer,  or.  In  the  event  the  syn¬ 
dicate  or  account  Is  not  successful  In  pur¬ 
chasing  the  Issue,  within  two  business 
days  following  the  return  of  the  deposit 
fipm  the  Issuer. 


(J)  Settlement  of  Syndicate  or  Simi¬ 
lar  Accoxmt.  Final  secernent  of  a  syn¬ 
dicate  or  similar  account  formed  for  the 
purchase  of  securities  shaU  be  made 
within  60  days  following  the  date  aU  se¬ 
curities  have  been  delivered  by  the  S3mdl- 
cate  or  account  manager  to  the  syndicate 
or  account  members. 

(k)  Any  credit  designated  by  a  cus¬ 
tomer  in  connection  with  the  purchase 
of  securities  as  due  to  a  member  of  a  syn¬ 
dicate  or  similar  account  shall  be  dis¬ 
tributed  to  such  member  by  the  munici¬ 
pal  securities  broker  or  municipal  securi¬ 
ties  dealer  handling  such  order  within 
30  business  days  following  delivery  of 
the  securities  to  the  customer. 

(l)  [  (k)  1  Effective  Date.  The  require¬ 

ments  of  this  rule  shall  become  effective 
on _ _  (60  days  fol¬ 

lowing  the  date  of  approval  of  the  rule 
by  the  Commission)  *  with  the  exception 
of  the  requirements  set  forth  in  item  (c) 
(V)  (F) ,  which  shall  become  effective  on 
January  1,  1979. 
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